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We identify financial integration in the EC with the cross-country integration of money and capital markets of EC member states.l
Only the integration between the domestic financial markets of countries is zero. As can be seen in table 1, the UIP condition needs an additional assumption to the CIP condition i.e. zero currency risk premium.
The third criterion -ex ante real interest parity (RIP) -examines whether there is perfect capital mobility of type III or in other words perfect financial and non-financial capital mobility. Non-financial capital mobility refers to the mobility of goods and services and the mobility of the production factors labour and physical capital.
If RIP holds the expected real exchange rate change (~srt) equals the ex ante real interest differential at the appropriate maturity E(rt-rt). RIP requires not only UIP but also a zero expected real exchange rate change (ex ante relative purchasing power parity).
The fourth criterion -the Feldstein-Horioka (F-H) condition -examines whether there is perfect capital mobility of type IV. The F-H condition infers from the correlation between the savings and investment rates the degree of capital mobility of type IV. The F-H condition needs two additional assumptions to the RIP condition and is therefore the strongest criterion for financial integration.
In our research all four criteria are used to assess the degree of financial integration. However, the criteria measure different types of perfect capital mobility.2 As will become clear, we slightly prefer the CIP and the UIP condition to asses the degree of financial integration because the CIP and the UIP condition assess two important theoretical aspects of financial integration i.e. the ability and the willingness to move financial assets across national borders Capital mobility can be framed in terms of prices and in terms of quantities. The first three criteria in table 1 rely on the comovement of domestic and foreign prices (i.e. interest rates) and fit into the price approach. Criterion IV, however, relies on the co-movement of domestic quantities and fits into the quantity approach.
The remainder of this paper is organized as follows. The quantity approach is examined in section 3 and the price approach is examined in section 4. Section 5 concludes the paper. in changes in the current account balance (CAt).`Assuming that the capital account balance is the opposite of the current account balance they concluded that the degree of financial integration had changed. The F-H condition for testing the degree of financial integration with cross-section data can be specified as follows: 
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In and II has also increased. However, the actual test concerns the degree of capital mobility of type IV. It is therefore very difficult to infer from the F-H condition the degree of capital mobility of type I and II which we prefer. The interpretation of the results must be done with caution. In the next section we will examine this further.
The Feldstein-Horioka condition and time-series analysis
The F-H condition for testing the degree of financial integration with time-series data can be specified as follows:
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etandlarA arrera ara SndlcatW Sn parantMSae. Kingdom (1970-1989, 1970-1979, 1980-1989) the Netherlands (1980-1989), Belgium (1970 Belgium ( -1979 , Ireland (1980 Ireland ( -1989 , Portugal (1970 Portugal ( -1989 Portugal ( , 1970 Portugal ( -1979 and Luxemburg (1970 Luxemburg ( -1989 Luxemburg ( , 1980 Luxemburg ( -1989 . We than statistically speak of perfect capital mobility of type IV. The empirical results seem consistent with an increasing degree of capital mobility of type IV in the 1980s.1o However, the interpretation of the results must be done with caution. The criticism of the F-H condition is based on the three assumptions which must hold before no correlation between the savings and investment rate is to be expected. The three assumptions are repeated here and some comments are placed in a European context.
With reference to the first assumption: Limited financial and or non-financial capital mobility, which means Cov(E(rt-r~),S~I't)~O.
Ex ante PPP does not exist. The F-H condition is at the same time a criterion for financial integration and for real integration. Table 3 
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The nominal short-term interest differential of non-EMS countries Just as we expected, these countries recently abolished their capital controls on short-term capital movements. Furthermore, the standard deviation of the nominal short-term interest differential declined in all EC countries except Italy and Greece. Tables 7a, 7b and 7c In the period January 1981 to December 1990 the Netherlands has the highest correlation coefficient with respect to Germany. The
Capital market integration

Long-term interest correlations
Netherlands is followed by Belgium, the United Kingdom and France. Long-term interest differentials Moreover, it seems that capital market integration is higher than money market integration. Of course, this conclusion depends on the convergence of monetary policies in the EC. High nominal short-term 
CONCLUSIONS
This paper analyses in a theoretical and empirical manner the degree of financial integration in the EC. Defining the concept of financial inteqration was important because the criteria within the quantity and the price approach measure different types of capital mobility.
To obtain a more comprehensive perspective on the overall degree of financial integration in the EC and how this is changing over time we used four criteria which differ with respect to their underlyinq assumptions.
Although the criteria do not always give the same answers, on the whole, it can be said that the degree of money and capital market integration in the EC has increased in the 1980s. Moreover -in our research -the different criteria in general point to the same classification of EC member states which are more or less integrated. 
